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Mr. Chairman and Members of the Subcommittee:

We are here at your request to aiscuss the resﬁlts of wofk
we performed at the request of Senators Alan Cranston And Paul S.
Sarbanes relevant to‘the procedures used by the Naval Materiel
Command appeals team in reversing an earlier decision made by the
Naval Weapons Center (NWC) to perform various activities at the
Naval Weapons Center, China Lake, in-~house rather than by con-
tract. The activities the Navy intends to contract are family
housing maintenance, supply operations and warehousing, and vehicle
operations and maintenance.

As you are aware, Office of Management and Budget Circular
A-76 generally requires a cost comparison to determine if it is
less costly to perform an activity in-house or to contract. The
circular also requires agencies to establish appeal procedures
to resolve questions arising from determinations to either con-
tinue in-house performance or to contract out. Agency appeals
decisions are final.

The Naval Weapons Center, China Lake, performed a cost com-
parison and determined it would be about $2.8 million less over a
3-year period to perform the activities in-house than to contract.
This decision was appealed by the contractor submittidg the low
bid and in the appeals process the previous decision Qas reversed
because it was determined that the cost to perform thé activities
would be less costly by about $364,000 if they were c%ntracted.

Senators Cranston and Sarbanes posed specific quéstions to
GAO regarding the appeals review and requested that we report to

them before the Navy awarded the contract which was scheduled at




that time for about the 15th of Novémber. Since we had approx-
imately 2 weeks to answer the request, we looked p;imarily at
areas involving large cost adjustments to the initial Qtudy,
such as one-time conversion costs,'escalation costs, add general
and administrative expenses. In our November 12 response to the
request questions, we found in summary that:
--In regard to the question on why the Naval Audit Service
did not identify the same discrepancies in NWC's in-house
estimate that were found in the appeals process, we found
that the items guestioned in the appeals review‘reflected
differences in judgment and interpretation while it was the
responsibility of the audito;s to determine matbematical
accuracy and ensure that ch;followed establishéd proce-
dures.’ Thus, it is doub£ful, in our view, that the items

the auditors

I

questioned in,the appeal would be identified in
evaluation. B | -

--In answer to why the appeals review team did not consult
Naval personnel experts in performing their review, we
found that they were only concerned about the npmber of
hours and the number of people involved which, in their
opinion, did not require personnel experts. |

--In response to the guestion on how the reduction-in-force
(RIF) that would result from contracting was onjected, we

found that the appeals team adjusted the "mock}RIF" to



correct what was considered a “wérst case” projection. NWC
agreed that it should have used some other assumgtions,‘but
disagreed with the extent of the appéals team adjustment.
We agreed that the worst case projeétion should @ot have

| been used. ‘

--In answer to the question of why the appeals team changed
figures used to compute labor hours, we found thé appeals
team adjusted labor costs on the basis of actual:hours in
the 3-year contract period. We agreed that these adjustments
were more accurate because of the use of actual work hours
rather than a standard.

-=In response to the question of why the appeals rules were
changed to prohibit a contractor from appealing elements
reviewed in the first appeal, we found that Navy appeals
rules were amended to ailow appeals when a decision was
reversed as the result of an initial appeal. However, the
right of appeal was limited, not only to contractors
but to any party, to questions concerning elements that
were not considered in the first appeal.

--The final question concerned the procedures used in the
appeals process. While it appears that Navy fol@owed the
appeals procedures in its basic approach to the %wo appeals,
we question the practice that allows (1) the sam% appeals
officer to be used on both caées, particularly sﬁnce his
decisions on the first appeal are being challenggd and
(2) only cost issues not raised in the first app%al to be

raised in the second appeal even when new data is available.
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In addition to responding to the request questions, our
report also queétioned the appeals team's reduction of one-time
conversion costs by about $1 million for 40 employees. This
issue is very confusing, but it is our understanding that the 40
employees consist of 9 employees which the appeals team;said would
be RIFed and 31 employees that would be downgraded even if the
functions were not contracted out. Therefore, the appeals team
position is that the cost of the 9 employees and the cost associated
with maintaining the 31 employees in downgraded positioﬁs should
not be considered in the one-time conversion cost. It éppears
that the appeals team in its computation did not recognize that
the one time conversion cost associated with the 31 empioyees
related to RIF costs if the functions are contracted out, not to
the cost related to maintaining the employees in downgrade
positions. Had the appeals team recognized RIF costs the reduction
would have been substantially less than $1 million.

In addition, the appeals team adjusted the cost comparison
to include the cost of three general and administrative positions
which added about $130,000 to the in-house cost estimate. NWC
says that contracting out the targeted functions will not reduce
general and administrative positions and should not be added to
the in-house costs. Based on information provided durﬁng our
review, we believe Nwé:;mggéition ié'reaﬁénable. |

’WewhéQe nétvyetwrecéived Navy's response to our r%port, but
it is my understanding that a detailed response is foréhcoming.

Mr. Chairman, we will submit a copy of our reportifor the
record. This concludes my statement and I will be hapby to

respond to any gquestions you may have at this time.






